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presumption that, in the absence of special knowledge, the
elasticities of the desire of a representative man to use home-
produced goods and imported goods in either country are about
equal to one another. If we have special knowledge of a
kind to suggest that the marginal desire for the particular
goods which are imported is abnormally elastic in comparison
with that for home-produced goods, either in the reparations-
paying country or in the other, or a fortiori in both, the prob-
ability is weakened and may conceivably even be reversed.
§ 16. It is possible to go a step farther and express approxi-
mately, in terms of our several elasticities, the extent to which
the ratio of interchange will be turned in various circumstances
against, or in favour of, Germany. The approximation is
obtained by assuming that R, AX and AY are small relatively
to X and Y, so that their squares and products may be ignored.
It cannot safely be extended to reparations that exceed, say,
one-tenth of the value of the pre-reparation exports of either
the reparations-receiving or the reparations-paying country.
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Writing, as before,       f°r ^e pre-reparation rate of inter-
change between American cloth and German linen, i.e. for
the quantity of cloth required to buy a unit of linen, and
X 4- AX + R	X
— = — -^ — for the post-reparation ratio, putting A^ for the
excess of the latter over the former and choosing units so
that X=Y, we obtain A^AX^Y + B. By a laborious
algebraic manipulation this is found to signify approximately
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Obviously for A^ to be negative means that the ratio of
interchange is turned by reparations against Germany ; for
it to be positive, that this ratio is turned in her favour. Re-
flection shows that, constant returns being postulated,1 Ec and
Gj are by nature positive and Ez and Gc by nature negative.
X
Hence, the denominator of the expression for A^ must be
1 Cf. ante, p. 175.

